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SUBJECT: Corporate Good Citizens Program Denocracy Vol unteer Credit

SUWARY OF BILL

Under the Personal Inconme Tax Law (PITL) and the Bank and Corporati on Tax Law
(B&CTL), this bill would allow an enployer a credit for the total anount of
eligible salary or wages paid to enployees for a period, not to exceed two
wor ki ng days per enpl oyee, during which those enpl oyees served as pol | workers at
a national or statew de election during the taxable or incone year.

This bill also would create the Corporate Good Citizens Programto encourage
enpl oyers to all ow enpl oyees to serve as pollwrkers during any national or
statew de election. Establishment of this programw ||l be discussed only as it

relates to the tax credit.

SUWWARY OF AMENDMENT

The proposed anendnents replace provisions allowing a child care credit with the
denocracy volunteer credit provisions.

EFFECTI VE DATE

Since this bill is not a tax levy and the credit is tied to the enactnent of the
Corporate Good Citizens Program this bill would apply to taxable or incone years
begi nning on or after January 1, 2001.

SPECI FI C FI NDI NGS

Exi sting state and federal |laws allow a tax deduction for business expenses,
i ncl udi ng enpl oyee salaries. They also allow a deduction for charitable
contributions, subject to certain limtations, but do not allow a charitable
deduction for donated time.

Exi sting state and federal |aws provide various tax credits that are designed to
provide tax relief for taxpayers who nust incur certain expenses (e.g., child and
dependent care credit) or to influence behavior, including business practices and
decisions (e.g., research credits). However, state and federal |aws do not

currently allow a credit for salary or wages paid to enployees for periods during
whi ch those enpl oyees served as pol lworkers at a national or statew de el ection.

Exi sting state |l aw provides hiring credits based on qualified wages paid to
speci fi ed enpl oyees of businesses within various econom c devel opnent areas.

Al t hough other limtations and restrictions may apply, qualified wages for this
hiring credit cannot exceed 150% of m ni num wage.
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This bill would allow a credit for the "denocracy vol unteer anmount” paid or
incurred by a "programtaxpayer"” during the taxable or incone year

This bill defines "denocracy vol unteer ampbunt" as the total anmount of eligible
sal ary or wages paid to enpl oyees for that period, not to exceed two working days
per enpl oyee, during which those enpl oyees served as pollwrkers at a national or
statew de election. For purposes of the bill, "eligible salary or wages" neans
for each enpl oyee the | esser of $95 or 50% of the regular salary or wages of that
enpl oyee for the period for which the enpl oyee served as a pol | worker.

This bill defines "programtaxpayer" as a taxpayer-enployer that nmintained,
during the taxable year for which that taxpayer clains a credit under this
section, a Corporate Good Citizens Program as described in Section 401 of the
El ecti ons Code.

Since this bill does not specify otherwi se, the credit would be allowed for the
sane expenses for which a business expense deduction and an econoni c devel opnment
area hiring credit were all owed.

This bill would allow a carryover of any portion of this credit that exceeds the
taxpayer’s tax liability until the credit is exhausted. Since this bill does not
specify otherwi se, the general rules in state law that apply to the division of
credits anobng two or nore taxpayers would apply. This credit would not reduce
regul ar tax below tentative mninumtax for purposes of alternative mninmmtax.

Pol i cy Consi derati ons

This bill does not specify a repeal date or limt the nunber of years for
the carryover. Credits typically are enacted with a repeal date to all ow
the Legislature to review their effectiveness. However, if a repeal date
wer e added, the departnent would be required to retain the carryover on the
tax fornms indefinitely because unlimted credit carryover is allowed.

Recent credits have been enacted with a carryover limt since experience
shows credits are typically used within eight years of being earned.

This bill would all ow taxpayers to claimthis credit and the hiring credit
for econonm c devel opment areas for the sanme wages paid to the enployee if
the taxpayer qualifies for the hiring credit.

This bill would allow taxpayers to claimthis credit and a deduction for the
sane wages paid to an enployee without limtation or reduction.

| npl enent ati on Consi derati ons

Al t hough the | anguage of the bill specifies an effective date of January 1,
1999, for the tax credit, the credit could not be clainmed by taxpayers until
after the Corporate Good Citizens Programtakes effect on January 1, 2001.
Since the bill is not a tax levy, it would not take effect or be operative
until January 1 of the year follow ng enactnent.

Enpl oyers establishing a Corporate Good Citizens Program would be required
to informcounty officials, who would notify the Secretary of State (SOS).
The SOS woul d be responsible for providing the enployer wwth a certificate.



Assemnmb
As Pro
Page 3

ly Bill 1174 (Frusetta)
posed to be Amended

It would be helpful if the SOS provided the departnent with a |list of al
qualified enployers for verification of the credits.

Wth these concerns resol ved, inplementation of this bill would not
significantly inpact the departnent.

Techni cal Consi derati ons

This bill would authorize a credit for eligible salary or wages paid to an
enpl oyee for the period during which the enployee "served as a pol | worker at
a national or statewide election.” It is unclear what service qualifies as

service as a pollworker at a national or statewi de election. This
uncertainty could |l ead to disputes between taxpayers and the FTB in the
adm ni stration of this credit.

In order for an enployer to be considered to have a Corporate Good Citizens
Program the enployee nust either be allowed the tinme off fromwork to serve
as a pollworker at an election or be paid wages during time off fromwork to
serve as a pollworker. However, to qualify for the credit under the Revenue
and Taxation Code, an enployer nust pay or incur a wage or salary during the
time the enpl oyee served as a pollworker at a national or statew de

el ection. The proposed general provisions of the Election Code nay be

m sl eadi ng to taxpayers since they appear to encourage either paid or unpaid
pol | worki ng service in any el ection; however, the tax credit would be
allowed only for those enpl oyees who are paid by their enployers while
perform ng pol Il working service at a national or statew de el ection.

FI SCAL | MPACT

Departnental Costs

Once the inmplenmentation concerns are resolved, this bill should not
significantly inpact the departnent’s costs.

Tax Revenue Esti mate

Revenue | osses fromthis provision are estimated to be as shown in the
following table (it is assuned for qualified elections after Decenber 31,
2000):

Fi scal Year Cash Fl ow I npact
Qualified Elections After Decenber 31, 2000

$ MIlions
2002-03 2003-04 2004- 05
-$1 M nor Loss* -3$1

* Loss | ess than $500, 000

Estimates reflect the timng of reported credits based on taxpayer
accounting periods. It is assunmed only elections in California would
qualify.

Thi s anal ysis does not consider the possible changes in enpl oynent, personal
i ncome, or gross state product that could result fromthis neasure.
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Note: This bill, as currently drafted, does not disqualify enployers where
enpl oyees post their paid vacation tinme to serve as volunteers and qualify
enpl oyers for the tax credit. Because of this issue, actual revenue | osses
coul d be sonewhat | arger than reported above.

Tax Revenue Di scussi on

The revenue inpact of this provision will be determ ned by the nunber of

i ndi vi dual s who vol unteer as pollworkers in California, the anmount of
qualified wages paid, and the amount of credits that can be applied against
avail able tax liabilities.

This estimate was developed in the follow ng steps. First, according to the
Sacramento County Registers Ofice, there are approxi mately 24,069 precincts
in California with 96,000 pollwrkers per election (primry and general),
totaling 192,000 (96,000 x 2) pollworkers per year. This nunber was

adj usted upward to account for the additional Roving |Inspectors and any
speci al el ections, generating approxi mately 210, 000 pol | workers per year.
Second, according to the sane source, approximtely 75% of the pollworkers
are retired, unenployed, governnment workers, or high school students,

| eavi ng approxi mately 52,500 (210,000 x 25% who would qualify enployers for
the tax credit. It was further assuned that 25% of qualifying enployers
woul d pay wages for enpl oyees who volunteer as pol |l workers, generating
13,125 (52,500 x 25% qualifying individuals per election year. Third, the
nunber of individuals was nultiplied by an average credit of $95, generating
on the order of $1.2 million in credits. The revenue inpact above reflects
the cyclical nature of qualified elections and assunes a January 1, 2001,
effective date.

POSI TI ON

Pendi ng.



